
 
MOOT PROBLEM- NO. 1 

 
 
 
 

(FOR PRELIMINARY ROUND) 
 
 
 

 

Parties 

 

Amaze Burgers Inc. ("ABI"),a listed company based out of USA into the business of 

running, operating and managing franchises of fast food outlets. 

 

Amaze Burgers Private Limited ('ABPL'), a wholly owned subsidiary of ABI, 

incorporated in the year 2007 in Delhi, India along with Coriander and Lettuce holding 1 

share each as nominee shareholders of ABI. 

 
Lettuce, present CEO & Director of ABPL 

 

Coriander, present MD of ABPL 

 

Crazy Burgers Inc. ("CBI"), a listed company based out of USA into the business of 

running, operating and managing franchises of fast food outlets and a primary competitor 

of ABI. 

 
 
 

 

1. ABI was into the business of operating and managing franchises of fast food 

outlets through its appointed franchisees. ABI was one of the biggest companies 

in the world doing this business. ABI decided to expand to other countries in late 

90's and by December 2007 it incorporated ABPL in India. The articles of 

association of ABPL were as per Table A of Schedule I of the Companies Act, 

1956 and remained so. This was mainly on an experimental basis and at that time, 

ABI was not sure of the success of their business model in India, considering that 

most of the Indians like to eat at home or eat Indian food and serving them with 

burgers may not work, that too at many times the average price of regular Indian 

competing snacks and fast food like samosas and parathas.  

 

2. Coriander and Lettuce were hired as the first employees of ABPL by ABI. Both 

Coriander and Lettuce were commerce graduates, having no or little experience of 

running a business. However, with lot of effort and support from ABI as well, 

they cracked the business and by 2010, ABPL, under the brand name 'amaze 



burgers' was one of the most popular fast food joints in India, so much so that it 

resulted in almost a closure of many established brands such as 'batthus' and 

'kirula's'. At many times, it was acknowledged that it was the sheer ingeniousness, 

courage and efforts of Coriander and Lettuce that ABPL could reach to such 

levels. 

 

3. In about May 2011, both Coriander and Lettuce were promoted as MD and CEO 

of ABPL. Along with the promotion, ABPL also came out with an ESOP policy 

under which Coriander was granted ESOPs worth 5.5% of the total paid up share 

capital of ABPL and Lettuce was granted ESOPs worth 4.6% of the total paid up 

share capital of ABPL. This was because the financial results of 31.3.2011 of 

ABPL were out and the company had grown at an alarming 250% in terms of 

gross revenue although the net revenue only grew 20%. Also, the number of 

franchisees in India grew from 200 in 2009-10 to a whooping 1500 in 2010-2011.  

 

4. The business model of ABI as well as ABPL was as follows:  

 

- ABI had the global rights to run frachises in the brand name of 'amazing 

burgers' and had appointed ABPL as the master franchisee for India;  

- ABPL also had the rights to grant further franchisees to 

companies/individuals in Indian markets.  

- The franchisees were supposed to invest in the shop premises, interiors 

and raw material. The raw material was to be purchased from ABPL.  

- ABPL sources raw material from various vendors in India and sells the 

same to its franchisees. ABPL pays VAT on such supplies only.  

- Franchisees will operate their respective shops under the branding of 

ABPL and follow instructions of ABPL for making and serving of 

burgers. Detailed instruction booklet is provided to each franchisee.  

- ABPL and franchisee share the sale proceeds, after deducting all direct 

costs, in the following ratio:  

 

ABPL: 25% 

 

Franchisee: 75% 

 

- ABPL grants license rights to the brand 'amazing burgers' and all other 

associated trademarks to the franchisee for operation of franchises at 

their shops.  

- As a security, ABPL accepts a deposit of Rs. 20,00,000 from each 



franchisee so that in case there is any default, the deposit shall be used 

to indemnify ABPL.  

 

- The franchise agreements were subject to arbitration to be held in Delhi 

and subject to jurisdiction of Delhi courts. 
 
 

5. In about 2012, ABI announced that it is being taken over completely on a global 

level by CBI. The takeover, value wise, was one of the biggest in history. As part 

of the terms of takeover, the ABI franchisees all over the world were supposed to 

be re-branded under the brand name of CBI i.e. 'Craze Burgers' and instead of 

ABI's ingredients and recipes, they will use CBI's ingredients and recipes. ABI's 

management was given 1 year to complete the conversion.  

 

6. In India, ABI informed ABPL, Coriander and Lettuce that the franchisees all over 

India, now being about 2055, were to be re-branded and changed to 'Craze 

Burgers'. As Coriander and Lettuce had deep understanding of the Indian markets, 

they vehemently opposed complete conversion. They anticipated that neither the 

franchisees will agree to convert nor the consumers will appreciate and the entire 

business in India will fail. This was also because during all these years, ABPL had 

adapted ABI's recipes to Indian tastes and that is why it was extremely successful. 

However, CBI was completely against changing its recipes. On the other hand, 

CBI was sure that if it opens separately in India, its biggest competitor will be 

ABPL, its own company.  

 

7. Many differences arose and finally ABI, now CBI, decided to replace the 

management of ABPL. The agreements with Coriander and Lettuce were 

terminated on 30.3.2013 and a notice was sent to the office address of ABPL. In 

addition the above, in order to get the house in order, CBI decided to get a 

detailed audit of ABPL.  

 

8. In the audit it was revealed that there were sudden spurt in number of 

franchisees of ABPL from end of 2009 onwards and also in the gross revenues of 

ABPL. However, the net revenue showed only marginal increase. Also, it was 

revealed that ABPL had received notices from Excise department for outstanding 

excise duties.  

 

9. Coriander and Lettuce filed civil cases for illegal removal, breach of their 

respective employment contracts and ESOP policies, ESOP agreements and non 

payment of their salary, PF and ESI of an amount of Rs. 50,00,000.  

 

10. Under the employment agreement, ABI had reserved a right to terminate at will 

provided a notice of 60 days or salary in lieu thereof is given. The employment 

agreement was executed in June 2007. The employment agreement also contained 

regular clauses such as non-compete and non-solicitation.  

 

 

The ESOP agreement between ABPL and Coriander and Lettuce respectively was 

executed on 8th June 2011. Amongst others, following were the main provisions of the 

 

11. ESOP agreement read with the ESOP policy: 



 

- The options will vest in the grantee after an expiry of 2 years from the date 

of the agreement (vesting date);  

 

- The grantee will pay market value of shares for issue of shares on vesting;  

 

- The shares will be issued on vesting date on receipt of payment from the 

grantees and an exercise notice.  

 

- The exercise notice may be sent to the company by the grantee even after 

his employment provided that the employment was not terminated for 

cause by the company.  

 

- The ESOP agreement was subject to arbitration in Delhi and Delhi courts 

had jurisdiction over any disputes. 

 

12. On 7.6.2013, Coriander and Lettuce served on the Company, an exercise notice as 

per the ESOP agreement for issue of shares. As regards payment of the issue price 

of the shares as per b. above, Coriander and Lettuce mentioned that the same may 

be adjusted against the amounts due to them towards salary etc. No shares were 

issued for about 6 months after service of the exercise notice.  

CBI management decided to file string of cases against Coriander and Lettuce. CBI 

filed a complaint with the EOW placing following allegations: 

1. Fraudulent activities;  

2. Accepting gratuitous payments from franchisees;  

3. Mis-appropriation of funds;  

4. Criminal breach of trust;  

5. Criminal conspiracy between Coriander and Lettuce and with some of the 

named franchisees.  

An FIR was filed and trial is going on in a local district court. 

 

13. ABPL also sent a notice to Coriander and Lettuce that since the employment was 

terminated by ABPL for cause, no ESOPs have vested in them and therefore no 

shares will be issued to Coriander and Lettuce.  

 

14. Coriander and Lettuce filed an application under sections 397/398 of the 

Companies Act, 1956 before the Company Law Board on 2.4.2014 stating that 

they collectively amount to minority and complained about mis management of 

ABPL and suppression of minority interest.  

15. In reply to the application, ABPL filed its written statement before the hon'ble 

CLB that since the ESOP agreement as well as the employment agreement was 

subject to arbitration, the CLB has no jurisdiction over the issue and therefore the 

application of Coriander and Lettuce should be rejected and disposed of. Also that 

since Coriander and Lettuce were never issued shares pursuant to the ESOP 

agreement, they cannot invoke 397/398 of the Companies Act, 1956.  

 



16. CLB has given a date for final arguments.  

 

17. Meanwhile, the police station before which the complaint was filed, has asked 

Coriander and Lettuce to provide a response to each of the charges alleged against 

them by ABPL. Meanwhile the franchisees have responded to the complaint and 

stated that they had no role with respect to internal management of ABPL, 

although Coriander and Lettuce were extremely helpful and were open to provide 

financial assistance from time to time to established as well as new franchisees to 

purchase shop, stock, pay employees dues etc. The franchisees however stated 

that they were not aware whether these were company's funds or Coriander and 

Lettuce's individual funds. The franchisees also stated that had returned all funds 

to Coriander and Lettuce from time to time.  

 

 

18. Coriander and Lettuce have, on 15.4.2014, also filed three separate cases against 

CBI and ABPL as follows:  

 

- Before Reserve Bank of India: Since ABPL is a wholly owned subsidiary 

of ABI and now CBI, and since it has foreign funding, it cannot carry 

on the business of selling burgers either by itself or through its 

franchisees since it amounts to single brand retailing and ABPL has 

not sought any approval of concerned authorities;  

 

- Before Competition Commission of India: Under the franchise 

agreements, ABPL requires the franchisees not to sell outside a 

particular territory, not to do competing businesses and not to sell any 

other products other than those which are permitted by ABPL. This is 

in violation of Section 3 of the Competition Act;  

 

- Before Reserve Bank of India, Registrar of Companies and SEBI: That 

ABPL is accepting deposits from public by making them their 

franchisees without complying with necessary laws with respect to 

acceptance of deposits from public as per Companies Act, NBFC 

regulations, SEBI CIS regulations and other applicable laws.  

 

Presently, Coriander and Lettuce run a separately consultancy firm which advises 

companies to run franchises and also invests in such companies. 

 

The RBI, SEBI, ROC and CCI have sought response from CBI and ABPL in this regard 

in a preliminary meeting within 30 days. 

 

Today is the date for hearing in CLB, meeting with RBI, SEBI, ROC and CCI and 

statements to be recorded at the police station. 

 

 

 


